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 This research analyzes the corporate financial policy and its influence on 
the value of the firm.  The corporate policy taking financial decision is an 
important part for the corporation because it concerning how to get the fund for 
finance investment and how to determine the optimal composition of fund source 
for the corporation, and is it best for the corporation using internal or external 
fund source, and is it preferable for the corporation utilizing internal or foreign 
capital in achieving optimal composition capital. 
 Population in this research is all of go public manufacturing corporations 
registered in Indonesian Stock Exchange (BEI) of the year 2000 until 2005, the 
total sample is 132 corporations. Choosing and determining the sample are based 
on technique of purposive sampling type judgment sampling. Relying on the 
criteria, there are 61 corporations as the sample, the data is taken for six years 
from 2000 till 2005, the amount of data (n) is 366. This research applied two 
variable, they are endogen variable (capital structure and value of the firm), and 
exogenous variable (capital expenditure, corporate growth, ownership structure, 
market risk and corporate profitability). Structural Equation Modeling is carried 
out to analyze this research.  
The result points out that utilizing of debt is more profitable since the 
debt cost is smaller than stock cost, and there is taxes benefit of debt purpose. 
However, the corporate has to notice that utilizing the amount of debt will 
encourage the increasing of interest load and credit installment, so it has effect on 
the risk rising in cash flow disability to cover the corporate obligation. It is known 
as Trade-off Theory which asserts that debt utilizing will produce taxes thrift, but 
the other side it causes financial distress.  
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 Financial decision as an important part in financial management is still 
debatable issue. Previous research showed that there are many variable which 
influence the policy of debt utilizing not only saving of fee taxes but also 
 improving the value of the firm. Myers (1984) states that financial structure in the 
corporation following a hierarchy, called pecking order theory. 
 The corporate policy taking financial decision is an important part in the 
corporation because it concerning how to get the fund for finance investment and 
how to determine the optimal composition of fund source for the corporation, and 
is it best for the corporation using internal or external fund source, and is it 
preferable for the corporation utilizing internal or foreign capital in achieving of 
capital composition optimizing. Titman (1988) has taken research in analyzing 
capital structure using variable of guarantied asset value, non-debt tax shield, 
growth, uniqueness, industry classification, corporate measure, volatility, 
profitability and leverage. Other research carried out by Ghosh and Francis (1999) 
finds that the corporation tends to follow pecking order theory (POT). Taggart 
(1977) in his research discovers that hypothesis of POT is more valid than 
hypothesis of optimal capital structure. 
 A corporation doing daily operational activity needs capital investment 
or capital expenditure that is a tangible asset such as a factory, machines, 
equipments, supply and other assets to produce long term sale units (Elmasry, 
2004). The corporation that relying only on tangible assets is less capable to get 
main superior return in a long term. It is caused by the tangible assets investment 
can be replicated by competitors easily. It can be different if the corporate invests 
its assets in the form of intangible assets which give benefit for a long term like 
Research and Development (R&D) and brand development. There is positive 
relation between R&D contribution and value of the firm (Fenny and Rogers, 
 2001, Bosworth and Rogers, 2001, Bens, Hanna and Zhang, 2002, Hall and 
Orianny, 2003, Jeny and Jeanjean, 2003), it is showed by the more R&D activities 
the more higher of value of the firm. 
 Predicting of expected stock return level can be stated that only 
systematic risk or market risk which be reflected through beta which influence on 
the value of the firm measured by stock price (Sharpe, 1964 and Lintner, 1965 in 
Gitman, 2004: 255). The other market risks that can be reduced through portfolio 
diversification activity are related to the rate of interest and alteration of exchange 
rate (Lundholm and Sloan, 2004). Meanwhile, Hooker research (2004) shows that 
systematic risk measured by macro economy variable such as interest rate, GDP, 
inflation and exchange rate, unless exchange rate shows strength relation to value 
of the firm. Bailey, Mao and Zhong (2003) in their research state that exchange 
rate will influence on stock movement in capital market. 
 There are many researches about stock ownership structure towards 
financial policy from debt in the corporate capital structure. Hasbrouk (1988), 
Jensen et al. (1992) find out there is negative influence between managerial 
ownership and corporate capital structure. It is different from research carried out 
by Kim and Sorensen (1986), Grawal and Mendelker (1987), and Mehran (1992), 
they find out that managerial ownership has positive influence on corporate 
capital structure, because there is monitoring by an institution that can substitute 
debt agency cost then decreasing the agency cost and increasing the value of the 
firm.  
  Gitman (2004) argues that the corporate goal is not maximization profit 
but maximization wealth for the stock holders reflected by the rising of stock 
price. Rappaport (1986) declares that profitability is an important value driver and 
determining in creating the value of the firm. The increasing of profitability can 
be achieved through economic scale, decreased cost related to supplier and access 
of distribution, and eliminate overhead cost that has no added value. Research by 
Spivey and Macmillan (2000) declare that profitability has significant relation to 
stock price, but there is no relation to cash flow. Moreover, Arcellus, Mitra and 
Elston (2005) also find out there is entirely positive relation between profitability 
and value of the firm, it is consistent with research finding by Skinner and Sloan 
(1999). 
 Based on the above phenomena, it causes many problems related to debt 
utilizing in the corporate capital structure which has effect on value of the firm, 
particularly on group of manufactured corporation, so formulation of the problems 
in this research are: is there an influence of capital expenditure on capital structure 
policy and capital expenditure on value of the firm? Is there an influence of 
market risk on capital structure policy and market risk on value of the firm? Is 
there an influence of corporate growth on policy of corporate capital structure and 
corporate growth on value of the firm? Is there an influence of ownership 
structure on policy of corporate capital structure and ownership structure on value 
of the firm? Is there an influence of profitability on policy or corporate capital 
structure and profitability on value of the firm? Is there an influence of policy of 
corporate capital structure on value of the firm? 
  Objectives of this research are to analyze and examine the influences of: 
capital expenditure on capital structure and capital expenditure on value of the 
firm, market risk on policy of corporate capital structure and market risk on value 
of the firm, corporate growth on policy of corporate capital structure and 
corporate growth on value of the firm, ownership structure on policy of corporate 
capital structure and ownership structure on value of the firm, profitability on 
policy of corporate capital structure and profitability on value of the firm, policy 
of corporate capital structure on value of the firm. Hypothesis of this research are; 
H1.1 = capital expenditure has influence on corporate capital structure, H1.2 = 
capital expenditure has influence on value of the firm, H2.1 = corporate growth 
has influence on capital structure, H2.2 = corporate growth has influence on value 
of the firm, H3.1 = ownership structure has influence on corporate capital 
corporation, H3.2 = ownership structure has influence on value of the firm, H4.1 
= market risk has influence on corporate capital structure 
H4.2 = market risk has influence on value of the firm, H5.1 = profitability has 
influence on corporate capital structure, H5.2 = profitability has influence on 
value of the firm and  H6.1 = capital structure has influence on value of the firm.  
 
RESEARCH METHOD 
Population and Sample 
 Population in this research is all of go public manufactured corporations 
registered in Indonesian Stock Exchange (BEI) of the year 2000 until 2005, the 
total sample is 132 corporations. Choosing and determining the sample are based 
on technique of purposive sampling type judgment sampling, it is technique of 
 pulling sample intentionally based on certain criteria in order to get an appropriate 
sample to research objectives. 
Type of Data 
 Type of data in this research is the secondary data, they are data 
published by the corporation, from Indonesian Capital Market Directory (ICMD) 
published by Indonesian Stock Exchange, Statistic Bank and Indonesian Finance, 
Corporation Annual Report, Jakarta Stock Exchange Monthly Statistics, 
completed with the previous research, literature and research journals related to 
the topic of this research. 
Classification of Research Variable 
 There are two endogen variable in this research; capital structure and 
value of the firm. Whereas, there are five exogenous variable; capital expenditure, 
corporate growth, ownership structure, market risk and corporate profitability.  
 Exogenous variable consists of; variable of capital expenditure (X1) with 
indicator of Fixed Asset (X1.1), Cost of Promotion/Sales (PS) (X1.2), Cost of 
R&D/Sales (RDS) (X1.3), variable of corporate growth (X2) with indicator of 
sale growth (X2.1) and active growth (X2.2), variable of ownership structure (X3) 
with indicator of managerial ownership (X3.1) and institutional ownership (X3.2), 
variable of market risk (X4) with indicator of interest rate (X4.1) and fluctuation 
of foreign currency exchange rate (X4.2) and variable of corporate profitability 
(X5) with indicator of Return on Asset (ROA) (X5.1), Return on Sales (ROS) 
(X5.2), Return on Equity (ROE) (X5.3) and Return on Investment (ROI) (X5.4). 
Meanwhile, endogen variable consists of; variable of capital structure (Y1) with 
 indicator of Debt Ratio (DR) (Y1.1) and Debt to Equity Ratio (DER) (Y1.2), 
Long Term Debt to Total Asset (LTD/TA) (Y1.3), Long Term Debt to Total 
Equity (LTD/TE) (Y1.4), variable of value of the firm (Y2) with indicator of 
stock price (SP) (Y2.1) and market book value (MBV) (Y2.2) 
Technique of Data Analysis 
 Based on formulation of the problem and elaboration of research 
hypothesis above, it can be determined that entirely relationship among variable 
show causal complex and gradual relationship. The relationship engages endogen 
and exogenous variable, and to find out the relationship among the variable 
simultaneously then applied statistic method with multivariate analysis by 
Structural Equation Modeling.  
 
ANALYSIS AND DISCUSSION 
 Refers to the way of determining value in the model, then model 
examining variable are classified into exogenous and endogenous variable. 
Exogenous variable is variable which its value determined out of model. 
Endogenous variable is variable which its value determined through equity or 
formed relationship model. Exogenous variable are capital expenditure (X1), 
corporate growth (X2), ownership structure (X3), market risk (X4) and 
profitability (X5) whereas endogenous variable are capital structure (Y1) and 
value of the firm (Y2). 
  Goodness of fit model, if the model develops hypothetic model 
theoretically supported by empiric data. Analysis SEM is applied in the first step 
completely, look at the following figure 1. 
Figure 1. 
The Influence of capital expenditure (X1), corporate growth (X2), owner ship 
structure (X3) market risk (X4) and profitability (X5) on capital structure (Y1) 






















































































 Goodness of Fit Model, if the model develops hypothetic model 
conceptually and theoretically supported by empiric data. Based on table 1 and 
refer to parsimony concept, there are seven criteria: x – chi-square, CMN/DF, 
GFI, AGFI, TLI, CFI and RMSEA show a good model, then understood that the 
model is reasonable to be applied.  
  
Table 1 
Evaluation the Goodness of Fit Indices Model Entirely 
 
Goodness of fit  index Cut-off Value Model Result Explanation 
X2 – chi square Expected small 211.008 Good Model 
Sign.Probability  0.05 0.000 Marginal Model 
CMIN/DF  2.00 1.688 Good Model 
GFI  0.90 0.944 Good Model 
AGFI  0.90 0.915 Good Model 
TLI  0.95 0.966 Good Model 
CFI  0.95 0.975 Good Model 
RMSEA  0.07 0.043 Good Model 
 
 Table 2 is examining hypothesis by comparing value of t count with t 
table, if t count is higher than t table then the relationship among variable are 
significant and can be analyzed furthermore. In the degree of freedom (df) = 384 
(the last model), value of t table ( = 5%) is 1,96, and ( = 10%) is 1,65. Result of 



































0,03 Fix (fix) significant 
H2 Capital  
expenditure 
Value of the 
firm 





0,24 Fix Fix significant 
H4 Corporate 
growth 
Value of the 
firm 
0,29 2,129 0,033 significant 




-0,08 -2,257 0,024 significant 
H6 Ownership  
Structure 
Value of the 
firm 
-0,15 -1,214 0,225 Not 
significant 




0,05 Fix Fix significant 
H8 Market  
Risk 
Value of the 
firm 






-0,07 -2,077 0,038 significant 
H10 Profitabilit
y 
Value of the 
firm 
0,71 5.763 0,000 significant 
H11 Capital  
Structure 
Value of the 
firm 
0,58 5.309 0,000 significant 
Explanation: 
• Significant on level 5%, table t value ( = 5%) = 1.96 
 
Then based on table 2 the structural equation is as follows: 
ZY1 = 0,03 ZX1 + 0,24 ZX2 – 0,08 ZX3 + 0,05 ZX4 – 0,07 ZX1 + e1 





 a. The Influence of Capital Expenditure on Capital Structure 
Theoretically, capital expenditure has negative significant influence on 
capital structure. The result of this research states that capital expenditure has 
positive significant influence on capital structure. 
These research findings mean that manufactured corporation registered 
in BEI for 2000 – 2005 which have more budget ratio for research, development 
and promotion having uniqueness, utilizing finance from debt in the corporate 
capital structure with debt proportion higher than internal finance. These findings 
also show that the corporate uniqueness is incapable increasing the corporate 
profit, it causes the retained earning not increase then the cost proportion of debt 
increase. 
These results are suitable with research carried out by Elmasry (2004) 
that a corporation which utilizing intangible asset has positive relation to capital 
structure. It indicates that in Indonesia manufactured corporation registered in BEI 
for 2000 – 2005 which allocates more budget for research, development, and 
promotion, utilizing finance becomes more from debt in corporate capital 
structure.  However, these findings compare with research by Titman (1988), 
Moh’d (1998) and Blease, Kaen and Baumann (2005) state that capital 
expenditure has negative significant influence on capital structure. 
 
b. The Influence of Corporate Growth on Capital Structure 
The result of these research findings is that corporate growth has positive 
and significant influence on capital structure, it is showed in picture 1 that is 
positive and significant influence between corporate growth variable and capital 
 structure with path coefficient 0,24. It means that these research analysis findings 
are agree with hypothesis H3, that is corporate growth variable has influence on 
capital structure. It is also consistent with research by Low and Cen (2004) that 
argue the corporate growth variable has positive influence on capital structure. 
From the analysis result, this research has similar findings with Hung et al. (2002) 
and Esperanca et al. (2003), the researches explain that corporate growth has 
positive and significant influence on capital structure. It is also supported by 
Klapper (2002) research that declare the growth has positive influence on capital 
structure. 
These findings have meaning that the more grow and develop the 
corporation, it will have more debt proportion in its capital structure policy. 
 
c. The Influence of Ownership Structure on Capital Structure 
The result findings of this research are ownership structure variable has 
negative and significant influence on capital structure. It shows that the increasing 
of ownership structure will reduce utilizing of financial source from debt in the 
corporate capital structure in financing corporate investment. These findings are 
consistent with Pecking Order Theory. It is also suitable with hypothesis, then 
hypothesis accepted. These analysis results are consistent with Theory of the 
Firm, Jansen and Meckling (1976), who explain that ownership structure will 
influence on capital structure. 
The result of analysis shows that if the corporate stock ownership 
structure rises it means that there is spreading of stock holder then corporate 
management will get more control which cause reducing corporate capital 
 structure. This condition means that debt utilizing as corporate control will be 
reduced. Since the more ownership  structure the more effective control towards 
the corporate management. These findings are also in accordance with Bhatala et 
al. (1994) research that state the insider and institutional ownership have negative 
relation to debt ratio (capital structure). Moh’d et al (1998) substantiates by 
showing the proof that stock internal ownership structure (manager) has negative 
and significant influence on debt ratio (capital structure). 
 
d. The Influence of Market Risk on Capital Structure 
The result findings are market risk (by indicators of interest rate and 
foreign exchange rate) has positive and significant influence on capital structure. 
This analysis is suitable with hypothesis, they are variable of market risk has 
effect on capital structure. The result of analysis shows that in Indonesia 
manufactured corporation registered in BEI for 2000 – 2005 when they 
determining financial policy based more on debt in corporate capital structure, and 
corporate management is very concentrate on the influence of market risk. 
These findings are accordance to Theory of capital structure -Trade-off 
Theory, Modigliani and Miller (1963) argue that taxes bringing the corporation in 
financing its investment using financial resource from debt then there is taxed 
thrift from load of interest, so it can improve the value of the firm. However, debt 
utilizing out of control will cause load of interest and big installment which 




 e. The Influence of Profitability on Capital Structure 
The result findings of research analysis are profitability has positive and 
significant influence on capital structure. These findings indicate that the more 
profit of the corporation get the more return earning achieved, then financial 
choice is better using internal finance (return earning). The corporation will effort 
to reduce debt utilizing proportion of capital structure, it means that it reduces 
corporate capital structure. These findings are consistent with Pecking Order 
Theory. Based on this theory the corporation is prefer utilizing internal finance to 
debt. Emery and John (1998), Johnson (1997), and Moh’d (1998) state that 
profitability has negative significant influence on capital structure. It means that if 
the profitability increasing the capital structure decreasing.   
 
f. The Influence of Capital Expenditure on Value of the firm 
The result finding of this research analysis is capital structure has 
positive and significant influence on value of the firm. This finding is suitable 
with research by Blease, Kaen and Baumann (2005, 29). From the analysis it can 
be said that investment on intangible asset will give a long term profit, that is 
improving the corporate brands and finally making positive response from the 
investors, automatically the corporate stock price will increase, then the value of 
the firm will rises. This result shows that when the corporation has more invest on 
intangible asset measured from cost of research, development and promotion, then 
it has certain attractive power to investors and has positive influence on corporate 
stock price. 
 
 g. The Influence of Corporate Growth on Value of the firm 
The result finding of this research states that the corporate growth has 
direct, positive and significant influence on value of the firm. The research result 
shows that the corporation becomes bigger then the stock holder reliance becomes 
higher. Finally the corporate stock price will increase then improving the value of 
the firm. 
 
h. The Influence of Ownership Structure on Value of the firm 
The result finding of this research states that ownership structure has no 
direct influence, negative relation and insignificant on value of the firm. This 
research result refuses hypothesis that explain the ownership structure has 
significant influence on value of the firm. The finding of research analysis shows 
that the more composition of institutional and manager ownership, it has no 
influence on value of the firm. This finding refuses the research findings of 
Agrawal and Mandelker (1990), Gedajlovic and Shapiro (1998) in Miguel et al. 
(2004) that show the proof which institutional ownership has positive and linear 
relation to value of the firm. 
 
i. The Influence of Market Risk on Value of the firm 
The research result finds out the positive direct but insignificant relation 
between market risk and value of the firm variable. 
This research result is proven refusing the presented hypothesis. This 
finding reverses side the research by Hamton (1989; 34) that rate of interest is one 
of market risk which give effect on value of the firm. From the research analysis, 
 the changing of market risk has no relation to value of the firm then it means that 
the investors are not influenced by rate of interest and changing fluctuation of 
foreign exchange rate when they buy stock. It is proven that stock price are not 
changing and value of the firm is not influenced by market risk. 
 
j. The Influence of Profitability on Value of the firm 
The result finding of this research states that profitability has direct, 
positive and significant influence on value of the firm. 
The research result is proven accepting hypothesis of profitability has 
significant influence on value of the firm. This finding is accordance with 
research by Itturiaga and Danz (2201) that state the profitability has positive 
influence on value of the firm. It means that corporate profitability has positive 
influence on value of the firm reflected in raising stock price. The finding of 
research analysis shows that corporate profitability has nfluence on value of the 
firm. It indicates that corporate profitability will increase the value of the firm, 
because the profitable corporation will share its dividend to the investors. It 
creates positive response from the investors then the corporate stock price will 
increase and finally improving the value of the firm. Therefore, profitability 
variable becomes significant determination for the investors soaking money in 








 k. The Result Analysis of the Influence of Capital Structure on Value of the 
firm 
The result finding of this research states that capital structure has direct, 
positive and significant influence on value of the firm. The finding of this research 
is suitable with research by Clarke (1991) that debt publishing will has positive 
influence but right issue publishing will has negative influence on value of the 
firm. The research result also supports trade-off theory. Related to value of the 
firm, debt utilizing in certain limit will increase the value of the firm since income 
tax thrift is bigger than distress and agency cost. Nevertheless, debt utilizing in 
certain limit will reduce the value of the firm, because the profit from income tax 
thrift is not proportional to the amount of distress and agency cost. 
From this research result indicates that financial policy of manufactured 
corporation in Indonesia registered in BEI for 2000 – 2005 have determined the 




Conclusion of this research supports pecking order theory. There are 
three choices in the corporate financial policy; the first using internal finance, the 
second from debt the third by publishing new stock. It means the corporation 
gives priority to retained earning or utilizing internal finance. 
This research also examines agency theory for ownership structure, 
capital structure and value of the firm. The examining concludes that ownership 
 structure has influence on capital structure and value of the firm supports the 
agency theory. 
The result of this research also encourages trade-off theory. Related to 
the value of the firm that utilizing of debt in certain limit, it will increase the value 
of the firm because income tax thrift is bigger than distress and agency cost 
This research also gives approval to theory of capital structure based on 
asymmetric information. The corporate financial policy applies for debt, since 
debt has not sensitive characteristics towards asymmetric information. It is 
different if be  compared with corporate financial policy by publishing right issue. 
In the asymmetric information, the corporate financial policy by publishing right 
issue will get negative response from the investors as the result decreasing the 
stock price and the value of the firm. The corporate financial policy by publishing 
right issue, there is no tax thrift for the corporation. It is different from corporate 
financial policy by utilizing debt, whereas for the old stock holder their stock 




Manufactured corporations registered in BEJ for 200 – 2005 do not only 
has investment on tangible asset, since this research findings  are proven that 
investment on intangible asset having influence on capital structure and increasing 
the stock price then finally encouraging the value of the firm. If the corporation 
has more asset and profit, it will have more proportion in utilizing debt in the 
 corporate financial policy. On the other hand, the more asset and profit for the 
corporation, it is not capable increasing the value of the firm yet. 
It is crucial for the investors, candidate investors or minority stock 
holders always keep control to the corporate decision maker accurately since there 
is probability that his policy will make disadvantages for them.. Changing of 
interest rate and foreign exchange rate will effect on the corporate financial policy 
in its capital structure, that the proportion of utilizing debt becomes more. 
However, changing of external factors is not capable increasing the value of the 
firm yet, perhaps there is another influenced factors. 
If the profit of corporation increases, it tends to use return earning in the 
financial policy then it will reduce the capital structure. Automatically it creates 
positive responses from the investors since the corporation with high capital 
structure is solvable. It improves the value of the firm. At the last, this research is 
expected giving contribution towards management literature elaboration 
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